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ABSTRACT

Organizations adopt diversification strategy foresal reasons. Some include increasing
their profits to supplement their income and tcetaklvantage of emerging opportunities
in other markets and regions. The purpose of tiidyswas to establish the effect of the
diversification strategy on the performance of Ke&ngommercial Bank group. Both
primary and secondary data were collected by treeareher. Primary data was
successfully collected from five senior managerdhef bank, whereas secondary data
was collected from the audited financial reportsk&nya Commercial Bank group
limited. The study took the form of a case studyK&@B group. Trend and content
analysis were used to establish the effect of difieation on performance. The findings
revealed that Kenya Commercial Bank group has adofitree main diversification
strategies. The first form of diversification isoggaphical which involves opening of
wholly owned subsidiaries in the region. The otiseproduct diversification where the
bank has managed to unveil several products tougsomers to meet their needs. The
bank also engages in unrelated diversification spbvision of insurance services
through agency. Diversification has a positive @ffen the performance of KCB group.
As the income from diversification increases, tb&lt profits of the banks have also
registered significant increment. In the coursecofducting the research, limitations
encountered were inability to access some finanofarmation since the respondents
considered it very confidential. In addition, soafehe respondents did not provide some
information in time due to their busy schedulean8®f the recommendations for further
research proposed were that, the bank should expteore ways and forms of
diversification in order to enhance its performaritéoo recommended a similar study to
be done on other organizations in the banking itrgus



CHAPTER ONE: INTRODUCTION
1.1 Background of the Study
In the contemporary competitive business envirorimiemsiness organizations need to
embrace new ideas in order to stay ahead of the@ettors. Diversification is one of the
strategies that have been used by several orgmmgaacross the globe in order to
enhance their business objectives. Marinelli (2@sBerts that most organizations around
the world consider diversification as one of theysvaf value creation. Business
organizations are also operating in environmerasdhe increasingly uncertain, complex,
competitive, dynamic and unpredictable. The chamgesnvironments are not only rapid
and bewildering; they also appear to be in a sithtonstant flux. Development arising
from these forces and the need for organizationssuovive in today’'s fiercely
competitive market are causing many organizatiansethink the way they are doing
business in order to remain relevant to their dtalders in the unfolding dispensations

(Dawleyet al.,2008).

Several theoretical perspectives have been sughéstexplain why diversification is
favored by business groups. These include porttbiémry and the industrial economics
theory. The portfolio theory seeks to explain ham$ make investment decisions based
on the assets they seek to invest in. The theaiges the basis upon which firms arrive
at decisions to invest in assets they considerriskg (Cochrane, 2007). The industrial
economics theory also seeks to explain why corpoffains choose to conduct

themselves the way they do in the market. It suggest firms choose the form of



diversification that can counter competitor acti@m&l provide sustainable profitability

(Alexis, 2000).

Diversification among commercial banks in Kenyaoise of the strategies that are
becoming popular. Kenya commercial Bank Limitedammong the banks that have
implemented the diversification strategy over aglgeriod of time. There is need to

establish whether diversification has an effectrenperformance of KCB.

1.1.1 Diversification Strategy

There are several definitions that have been peavid an effort to define diversification
as a strategy. According to Ansoff (1965), a difeation strategy is the entry into new
markets with new products, whereas Kamien and St¢hwa975) define it as a firm’'s
degree of product and market involvement. Martird é&ayrak (2003) also define
diversification as the degree of relatedness amesmipus product segments. Most
scholars use the definition provided by Rumelt @)9who refers to diversification as the
strategy of adding related product or service lioesxisting core business, either through
acquisition of competitors or through internal depenent of new products or services,
which implies increase in available managerial cetapce within the firm.

From the above definitions, diversification is att@aof degree of relatedness among the
activities carried out by a firm. Product relatesihés defined as the extent to which a
firm’s different lines of business are linked bycammon skill, market, purpose, or
resource (Luo, 2002). In practice, diversificatiemormally measured as the number of

activities a firm undertakes in different sectors.



Firms diversify in response to environmental changearch for market power and to
spread risk. Grossmann (2007) argue that the otkeson why firms consider
diversification as a strategy is because it magriavenue to extend the boundaries of a
firm in the presence of internal coordination pesbs, which naturally arise in large
firms. Foss and Christensen (2001) also indicatéd the reason why firms diversify
relates to creation of positive spillovers since tralue of resources in one industry
increases due to investment in another industryeBification should enable enterprises
to obtain economies of scale or scope of econolmesharing resources and diffusing
capacity (Chen & Ho 2004). Imperfections in theafigial markets that force managers to

allocate funds more efficiently may also lead teedsification (Klein & Lien, 2009).

There are different types of diversification thas can pursue when they consider to
head this direction. There is horizontal diversifion where the firm may consider
acquiring, developing new products or offering neervices that could appeal to the
company’s current customer groups. In this typéivarsification the firm relies on sales
and technological relations to the existing prodings. The other form of diversification
is vertical. This occurs when a firm engages in pheduction of goods that are more
related to the ones already in the market. A firmynalso engage in conglomerate
diversification. This form of diversification inweés embarking on the production of
goods or provision of services that have no teagiodl or commercial relatedness to

the current products or distribution channels (S2612).



1.1.2 Organizational Performance

Brealey et al., (2009) define organization’s parfance as a measure of how well a firm
uses its assets from its core operations and geseravenues over a given period of
time. Richard Et al. (n.d.) also define organizaaio performance as a portion of
organizational effectiveness that encompasses #reses of performance which include
financial, market performance and shareholder valbey further define organizational

effectiveness as a broader concept that captuganiaational performance plus the
excess of internal performance outcomes normalbp@ated with more efficient or

effective operations and other external measuras riflate to considerations that are

broader than those simply associated with econgali@ation such as reputation.

The common measures of the organizational perfocemamne effectiveness, efficiency,
quality, timelines and productivity (Robbins, 200&ffectiveness and efficiency might
look synonymous but according to Mouzas (2006)hezcthese terms have their own
distinct meaning. Most organizations assess theiiopmance in terms of effectiveness.
Their main focus is to achieve their mission, g@aid vision. At the same time, there is
plethora of organizations, which value their parfance in terms of their efficiency,
which relates to the optimal use of resources tueae the desired output (Chavan,
2009). The question is, whether there is a diffegeifi the organization is effective yet
inefficient and visas versa. Effectiveness oriertethpanies are concerned with output,
sales, quality, creation of value added, innovatawst reduction. It measures the degree
to which a business achieves its goals or the waiguts interact with the economic and

social environment. Usually effectiveness detersiinike policy objectives of the



organization or the degree to which an organizatsahizes its own goals (Zheng, 2010).
Meyer and Herscovitch (2001) analyzed organizatiomdfectiveness through

organizational commitment. Efficiency on the othHeand measures the relationship
between inputs and outputs or how successfullyirthats have been transformed into

outputs (Low, 2000).

Kirkendall (2013) also asserts that there are mattmwer measures for organizational
performance measurement. One of these measuresésdhe use of financial measures
such as profitability of the organization. Undeistmeasure the outcome to input ratio is
determined using ration such as the Return on A488DA). An organization can also
use quality in measuring performance. In this ¢hseactual quality and its timeliness are
measured against the expected. The level of primityctand innovation of an
organization can also be used to measure perfoenamroovation measures the ability of
the organization to create change whereas prodiyctocuses on the ratio of output to

input (Kirkendall, 2013).

1.1.3 Banking Industry in Kenya

Banks are profit making financial institutions thmdy a significant role in the financial
system. Commercial banks offer a wide range of@@te financial services that address
the specific needs of private and public enterpfi$ey provide deposit, loan and trading
facilities. Banks are also differentiated from rebmnks that cater to individual clients
only (Central Bank of Kenya, 2013). Banks in Kemjay a number of roles in the

financial stability and cash flow of the countrysvate sector. They process payments



through a variety of means including telegraphamsfer, internet banking and electronic
funds transfers. They also issue bank chequesralfid,chs well as accept money on term
deposits. They act as moneylenders, by way of Imsta loans and overdrafts. Loan
options include secured loans, unsecured loansnaortigage loans (Central Bank of

Kenya, 2013).

As at December 2013 there were forty three bankimd) non-bank institutions, fifteen
micro finance institutions and one hundred and nfoeeign exchange bureaus.
According to the Central bank of Kenya (2013), ¢hare a total of forty three licensed
commercial banks in the country. Over the last f@ars, the banking sector in Kenya

has continued to grow in assets, deposits, prdlitabnd products offering.

There are several important functions that are igeml by banks in Kenya. These
functions range from provision of letters of credpgerformance bonds, security
underwriting commitments and various types of bedasheet guarantees. Banks also
take the responsibility for ensuring that the doenta they provide are appropriately
secured. In today’s competitive banking environmeremplary customer service is one
of the distinguishing characteristics that comnaréianks can exploit to establish a
competitive edge. The banking industry in Kenydaisng very high competition from
both local and foreign banks and the need for radiiére strategies to enhance

performance is eminent (Rajan & Zingales, 1998).

1.1.4 Kenya Commer cial Bank Group

The history of KCB dates back to 1896 when its poedsor, the National Bank of India

opened an outlet in Mombasa. Eight years late@bd1the Bank extended its operations
6



to Nairobi, which had become the Headquarters @ettpanding railway line to Uganda.
The next major change in the Bank’s history cam&988. Grindlays Bank merged with
the National Bank of India to form the National &adndlays Bank. Upon independence
the Government of Kenya acquired 60% shareholdingational and Grindlays Bank in
an effort to bring banking closer to the majorifykeenyans. In 1970, the Government
acquired 100% of the shares to take full contrdheflargest commercial bank in Kenya.
National and Grindlays Bank was renamed Kenya Comiale Bank
(www.kcbgroup.co.ke). In the most recent rightaugssthe government has gradually
reduced its shareholding to 17.7% (KCB Press releg¥l 2010 Group Financial

Results).

In 1972, savings and loans (K) Ltd was acquiredpecialize in mortgage finance. The
bank has over the years expanded and opened suiesdn Tanzania, Uganda, Southern
Sudan, Rwanda and Burundi. In May 2006, KCB extenids operations to Southern
Sudan after getting a license by the bank of SontBeidan and it operates six branches.
In 2007 the group opened a branch in Kampala Ugamihhas 14 branches in the
country now. In 2008 it expanded to Kigali Rwandaeve it operates nine branches. The
bank opened its first branch in Tanzania the y€f)62where it is currently operating
eleven branches. 2013 the bank extended its operations to Burundireviit currently
operates two branches. The group has over 280 édaA@M machines in the country.

There are plans to open branches beyond East Africa

The KCB has an asset base of more than Ksh. 2068rBilThe bank has grown over the

years and has had increase in its profitabilitysting a profit of 23 Billion for the

7



financial year ending December 2013. It has a wmdwork of correspondent
relationships totaling to over 200 banks acrossdiobe. KCB offers a wide range of
banking services that have been tailor made basstbroer demands and type. The
shares of KCB Group stock are traded Nairobi stegkhange, Uganda securities
exchange, Rwanda stock exchange and Dar es Salatook SExchange

(www.kcbgroup.co.ke.

Over the years Kenya commercial bank has adoptesidber of diversification strategies
in its bid to achieve the vision of becoming thadimg financial institution in the region.
The company has also introduced several new predbet were previously not being
offered by the bank. This is an indication of daication strategy implementation by

the bank in order to remain competitive in the baghkndustry (vww.kcbgroup.co.ke).

1.2 Research Problem

The issue of diversification has assumed a posiiooentrality and universality in the
management process. Diversification has becomenemeasingly important aspect of
doing business in the world today (Elango & Ma, 200The relationship between
diversification and firm performance has been thigext of abundant research in several
fields. However, many researchers (Marinelli, 20Chmpa & Kedia 2002; Klein and
Lien, 2009) concurred on the fact that there isageeement on the precise nature of the

relationship between diversification and perforneanc



KCB Group has implemented a number of diversifarattrategies. The strategies range
from product diversification to geographical divécation in order to remain

competitive. The aim of this diversification wasdnhance the performance of the bank
and to improve on its efficiency and effectivengdswever there is no evidence yet
whether the diversification strategy has enhanbedefficiency and effectiveness of the

bank.

Studies conducted have revealed mixed findingsheretfect of diversification strategy
on organizational performance. Karanja (2013) distadd that Kenolkobil has applied
diversification strategy over the years to beconfeige oil company in the last eleven
years. Achuti (2012) found out that Safaricom hapliad product diversification

strategies over the years to become the leadirggdeimunications company in the
country. Mutahi (2010) proved that the Standard egitoup adopts diversification

strategies to maximize profits and compete effetyiin the media market. Santarelli and
Tran (2009) established that diversification omyproves the profits of the firm to a
certain level before it begins to decline. Hsu &nd(2008) found out that product and
customer diversity are positively related to firnerfermance whereas geographical
diversity has a negative relationship with firm fpemance. On the other hand Ojo
(2009) revealed that geographical diversificati@s la positive relationship with firm

performance.

It is evident from the studies above that there eoatradicting findings on the
relationship between diversification and firm penfi@ance. This is an indication that

different companies have different outcomes as dar diversification and firm



performance are concerned. This means that thectetieé diversification on the
performance of Kenya Commercial Bank Group may aksee totally different results
from what is already known. The fact that divecsifion has varying results among
organizations leaves a research gap that need fidldse What is the influence the
influence of diversification strategy on the penfiance of Kenya Commercial Bank

Group?

1.3 Resear ch Objective

The objective of this study was to determine thi#uémce of diversification on the

performance of Kenya Commercial Bank Group.

1.4 Value of the Study

The study has a number of benefits to the polickermat the Kenya Commercial Bank
Group as they have more insights concerning thefiisnon diversification and thus
pursue the strategy in order to improve their fpenformance and gain more competitive

advantage.

The management of Kenya Commercial Bank Group bawgething beneficial from the
findings of this study. They have a better undeditagy how diversification impacts on
their performance. This assists them to come ub batter management alternatives that

assist them in proper and effective implementatibdiversification strategies.

The study serves as a basis of further researdcddemicians who are interested in

furthering their knowledge on organization divarsifion as the results to be obtained

10



are capable of adding new insight to the presené stf knowledge in the field and may

therefore be found useful for teaching and for ttgyiag a body of management theory

11



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter presents a review of the relevantralitee on diversification and
organizational performance. The main issues reveweclude: the theoretical
foundations of diversification strategy; the vasouforms of diversification;
diversification and organizational performance adlvas a summary of the literature

review and research gaps.

2.2 Theor etical Foundation

The portfolio theory seeks to address investmeall@mges that are faced by firms that
must evaluate alternative decisions (Cochrane, 20Mt3e theory argues that firms are
often faced with situations where they must chdmte/een assets in order to invest and
make optimum returns. The theory provides a bag@uwhich to measure the risks
associated with investing in each type of assetoAting to the theory, assets that
exhibit high return volatility are considered to ery risky and may not be appropriate
for investment whereas assets with low return ilidlaare thought to be safe to invest in

(Cochrane, 2013).

Atzberger (2013) also suggests that the portfotieoty deals with the problem of
constructing for a given collection of assets avestment with desirable features. A
variety of different asset characteristics can &kem into consideration, such as the
amount of value, on average, an asset returns @naoperiod of time and the riskiness of

reaping returns comparable to the average. Hedugigues that the financial objectives

12



of the investor and tolerance of risk determine twtygpes of portfolios are to be
considered desirable. In these notes | shall dssauguantitative approach to constructing
portfolios. In particular, | shall use the methadsconstrained optimization to construct
portfolios for a given collection of assets withsotable features as quantified by an
appropriate utility function and constraints (Atedper, 2013.). Applied in diversification

of firms, the theory assists firms to choose thst lberm of diversification that enables

them to reap optimum returns from the chosen fardiversification.

The other theory that also explains the conceptlieérsification among firms is the
industrial economics theory. Alexis (2000) ass#réd the theory of industrial economics
seeks to explain how industrial corporate orgaionatbehave in the market. The theory
assumes that an industrial organization examinesitimber of competitors who operate
in the relevant market and the distribution of ne&r&hares, the conditions of entry and
exit, product standardization and its proximitystdstitutable goods, the interdependence
between upstream and downstream activities, andualty of information controlled by
partners and the degree of risk involved. Oncéhallabove have been examined, the firm
will them choose a conduct that should determimerdspective role of price and non-
price strategies, the level of cooperation which been established over time among the
various agents and the use of strategies of diffetton and diversification that can
assist the firm to make substantial and sustainptiéts (Alexis, 2000). Applied in
diversification, the theory enables firms to chodise form of diversification that can

produce sustainable profitability.

13



2.3 Diverdgification Strategy

There are three main forms of corporate diverdificathat have been practiced by a
number of organizations around the world. The fiype of diversification is the limited
diversification. This form of business diversifiat occurs when a firm has all or most
of its business activities under the same geogcaplarea or industry. Companies that
produce and sell a single line of products are sty to fall into this category of
diversification. Firms that pursue limited corperatliversification strategy do not
leverage their resources and capabilities beyosith@gle product or market. In this case
therefore, limited corporate diversification is desimilar to business level strategic

planning (Geringer, Tallman & Olsen, 2000).

The other form of corporate diversification is tethcorporate diversification. This form
of diversification usually happens when a firm &tdo engage in more than one product
or single market. This means that the companysstarproduce more than one product
and also ventures into other markets. If less th@% of the revenue earned by a
company comes from one product market and the phailiusiness lines are linked. The
multiple businesses that a business firm pursuasbearelated in two ways. The first
relationship may happen when most of the businespesated by the company share
inputs, production technology, distribution chamsne@ind even customers. Corporate
managers are more likely to pursue business opptési in new markets or industries if

such industries share numerous opportunities asalirees (Patricia, 2004).

The last form of corporate diversification is uated diversification. Under this form of

corporate diversification, a firm pursues a numberbusiness activities that are not

14



totally related and may not be sharing any res@yrpeoduction technology or even
customers. In this case, less than 70% of the tevehthe company may come from a
single product market but few business activitiegre any or no attributes. A number of
companies across the globe engage in the productiennumber of products that are
different and require different inputs. Most comigan that engage in unrelated
diversification normally manage each and everynmss as if it were a standalone entity

(Geringer, Tallman & Olsen, 2000).

2.4 Organizational Performance

Organizational performance stimulation has alwasenba priority in private as well as in

public sectors, since it is directly associatedhwihe value creation of the entity.

Organizations are constantly striving for bettesutts, influence and competitive

advantage. However, most organizations are stmugglb enhance their performance.
The main reason why this struggle exists is becans@agement is not always aware of
the adequate assessment of their organizationaforpence. Several models,

frameworks or methods for conducting entities viiuacreate unnecessary stress for
management to select the path that is congruehtavganizations believes and cultural

philosophy (Richard, 2009).

Robbins (2000) indicates that efficiency and effestess are the most common
measures of organizational performance. If a commamefficient but effective it might
survive, but the cost of operational managemermicgases and inputs will be too high.

Cost inefficient organizations do not have prom=ource allocation management. From

15



the accounting perspective they might break evehawe very little profit. Although,

such organizations have excellent long term peiweptof the degree of the overall
success, market share, profitability, growth rate] innovativeness of the organization in
comparison with key competitors (Zokaei, 2006). fioent-effective organizations

should consider the assessment of their recoulseatibn. Usually, the morale in such
entities is high. Delicate changes brought in tperations and introduced in a subtle
manner should result the increase in the efficiemdyich would lead organization to

desired competitive advantage.

High effectiveness and high efficiency organizagiame well known as high performance
entities. They demonstrate excellence in their ajp@nal performance as well as strategic
planning. Their outcome is productive, cost manag@mis under control, tasks
distributed and completed in a timely manner. Ugualich organizations have high
morale and staff commitment, which also results highest quality of the outcome.
Employees are well aware of the tasks they have tekegated to perform, they are also
well informed of the indicatoyswhich are used to assess their outcomes. Their
performance and their attitudes lie along compatong term goals and vision (Zokaei,

2006).

2.5 Diversification and Firm Perfor mance

The relationship between diversification and shalddr value is not causal but
attributable to factors other than diversificatidWe base our research assumptions on

one of the key fundamental pieces of empirical evg® in industrial organization
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economics and strategic management literatureexistence of persistence of abnormal
return, defined as a statistically significant abar below average performance relative
to a reference set such as an industry that pereistr the long term (Maruyama &
Odagiri, 2002). In other words, if the competiti@dvantage from a specific position in
the industry or because of strategic assets) had destainable only in the short term, it
would have triggered a serious reconsideratione@alfty in the field of strategic

management science.

Some diversified firms persistently perform abovelustry average, while others
persistently perform below. We find that the peesise of abnormal return explained the
relationship between diversification and performeatthough we find evidence of the
impact on performance according to the degree fi€ieicy of the internal capital

market and the degree of un-relatedness of thésfibusiness segments. In addition,
without arguing the statistical validity of the stance of the diversification discount, we
believe that looking for a diversification discoumt premium would be an extremely
relevant indicator if the firm’s performance didtriollow any specific pattern over time.

But because of firms’ outstanding performance loggeneity, finding an average
indicator of discount or premium might not unamlugsly indicate whether

diversification is negative for the firm (Cardin& Miller, 2000).

According to Sarv and David (2007) assert thatgacong opportunities on a worldwide
basis requires managers to hold a much broader ofetheir relevant market than is

typically the case with managers in firms that@ganized to promote administrative
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efficiency. However, the administrative efficiencgmes at the cost of the firms’ ability
to recognize opportunities on a worldwide basisabee the information gathered,
exchanged and processed in such organization®iatieef most part contained within the
geographic or product units. In addition, the dailected and processed tend to reflect
the parochial perspectives of either the geographganizations or the global product
units and therefore opportunities that may othesviie evident may not be seen. Murali
et al. (2007) further argue that performance’s icben international diversification is a
positive function of the level of IT investment. &tperformance impact could be
significantly positive for firms with high IT invésent and significantly negative for
firms with low IT investment or neutral for the aage internationally diversified firm or

firms with average level of IT investment.

Marineli (2007) also indicates that firms with teld diversification have lower
performance and thus conclude that there is a mwegatelationship between
diversification and firm performance. MarinelliQRl) also argues that the relationship
between diversification and the performance ofria farises from the larger concern on
how the boundaries of a firm should be set. Hehtrtindicates that conglomerate
production constitutes more than 50% of the totaldpction in the United States of
America. He further concludes that the relationsbgween diversification and firm
performance is not a causal type of relationshipratner one that is dependent on other
factors other than the degree of relatedness arbosmess units and the degree of
internal market efficiency. Some diversified firragnsistently create shareholder value

and have lower market volatility than those firrattare less diversified.
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CHAPTER THREE: RESEARCH METHODOLOGY
3.1 Introduction

This chapter discusses the methodology that thearelser employed in the study. The
methodology includes the research design, dateamh methods which include the
data collection instruments and the way they wereickired, and data analysis
techniques that was employed in analyzing the taisde and quantitative data that was
collected. It also provides information on how tfedings were presented after the

analysis was completed.

3.2 Resear ch Design

The study adopted a longitudinal research desigrestablishing the influence of
diversification on the performance of Kenya ComredrdBank Group Limited.
According to Verbeke and Molenberghs (2000) a luagnal survey research design is
one where participant outcomes are collected atiphaiifollow-up times. A longitudinal

survey design yields multiple responses for eatifesti

Longitudinal research design was appropriate fés #tudy since it focused on the
performance of Kenya Commercial bank group oveatilom of a number of years since
diversification was adopted. It enabled the redear¢o conduct a trend analysis over

time from the data collected on various years.

3.3 Data Collection

This study made use of both primary and secondatiy. dhe primary data was collected

from the respondents using an interview guide wihiels semi-structured so that some
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guestions could be omitted or added if some newuarfll information came up through
the whole procedure, which were face to face im&rs. Before embarking on the
interviews, the researcher booked appointments whte respondents to ensure
availability. The respondents interviewed were segenior managers from the nine
divisions of the bank. They were considered to &g ikformants for this research since
they were involved in the formulation and implenatian of policies and strategies that
were geared towards the achievement of corporajectokes. The interviews were

carried out by the researcher and the findings weitteen down.

The researcher also collected secondary data eougaiorms of diversification and the
financial performance of Kenya commercial bank gréor duration of five years. Data
from 2009 to 2013 was collected using a data cieiecschedule. Most of the secondary
data was obtained from published financial statemehthe bank for the period 2009 to

2013.

3.4 Data Analysis

The researcher collected both qualitative and duadine data that was analyzed using
content and trend analysis. Qualitative data waalyaed using content analysis.

Nachmias and Nachmias (1996) define content amsalgsi any technique to make

inferences through systematic and objective ideatibn of specified characteristics of

messages. Kothari (2004) also explain contentyaisahs the analysis of the contents of
documentary and verbal material and describesat @salitative analysis concerning the

general import of message of the existing documaniésmeasure pervasiveness. Before
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embarking on content analysis, the researcher sss$¢ke written material’s quality to
ensure that the available material accurately sgmtewhat was written or said. The
researcher then listed and summarized the majoesssontained in the interview guide

responses.

The secondary data was analyzed using trend asalysis showed how performance of
KCB has been influenced by diversification over five years that are covered in this
study. Percentages were used to show whether digation has had any significant
effect on performance of the KCB between the y@&Q39 to 2013. The findings were

presented in tables and graphs.

21



CHAPTER FOUR: DATA ANALYSIS, FINDINGS AND
DISCUSSION

4.1 Introduction

The purpose of this study was to establish thecetiethe diversification strategy on the
performance of Kenya Commercial Bank group. To eghithis objective, both primary
and secondary data was collected by the researEtmgnary data was successfully
collected from seven senior managers from the uiivesions of the bank, whereas
secondary data was collected from the audited fiaameports of Kenya Commercial

Bank group limited.

This chapter presents the findings of the studwel as discussions. First the chapter
presents findings on diversification as it is airout in Kenya commercial bank group.
The chapter further provides findings on the relahip between diversification and the
performance of the bank. Finally the chapter prissdiscussions that relate the findings

of this study to prior findings by other authors.

4.2 Diversgification in Kenya Commer cial Bank

The study findings reveal that Kenya Commercial iB&noup has adopted a number of
diversification strategies over the last decadee Ohthe most prevalent diversification
strategies that have been adopted by the banlatiotlgeographical diversification. The

study findings confirm that the bank has been ablepen fully owned subsidiaries

within the region. It was further clear that thenkastill intends to continue with its

geographical diversification into other countriebenre it does not have subsidiaries.
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Among the countries where the bank has managepen subsidiaries include: Uganda,
Rwanda, Tanzania, South Sudan and Burundi and #rerplans to open subsidiaries in

Ethiopia once plans are complete.

It was also established as noted by intervieweas KICB group has also adopted the
product and service diversification strategy. Qther last decade, the bank has introduced
several new products that are aimed at wideningnasket share. It was revealed that
KCB group has introduced products that never edistdtially such as microfinance
loans to its customers. The microfinance loans halge assisted in improving the
performance of the bank as well as increasing tistomer base of the bank. The study
reveals that KCB group has also adopted mobile ingngervice as one of the newest
products to its customers. It was evident fromfthdings that mobile banking is one of
the products that have been made possible throaghnological innovations. The
findings also reveal that the bank has introdueaeal other products aimed at meeting

the needs of customers in various sectors witherettonomy.

The interviewees further noted that KCB group Hase diversified into other businesses
that are related to banking although they are m¢hé mainstream banking. It was clear
that KCB group has also diversified into the pramisof mortgages and also provision of
insurance services through agency. The study eoafirthat the bank currently runs its
own insurance agency that has enabled it to prdasieand efficient insurance services
to its customers and other clients who are in refetie services. It was further evident

that the bank has commanded a substantial market s the mortgage market where
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the ban finances for the purchase of complete hgusnits or for the construction of

housing units.

It was confirmed by most of the interviewees th&tB<group made the decision to adopt
various diversification strategies due to a numidfereasons. The findings reveal that the
bank has been facing stiff competition from its petitors hence the need to look for
new strategies of gaining core competence. It ies evident from the study that the
bank has a vision of becoming the preferred provafefinancial services within the
region. It was established that the diversificastmategies are part of the implementation
of the corporate strategy of the organization wilitenable the bank to achieve its vision
of becoming the preferred provider of financialvesgs in the region. The findings
further reveal that KCB group is the largest bamksset base and many other aspects. It
was therefore established from the study resudtsttie diversification strategies adopted
by the bank were aimed at ensuring that the bastk r@tains its position in the banking

industry in Kenya.

The senior manager Francis K Komen in mobile bamkinit under retail division said

that the Kenya Commercial Bank group was drivero idiversification due to the

prevailing technological innovations. The findingfsthe study confirm that some of the
products availed by the bank such as mobile bankiegyices and others that are
dependent on the telecommunication technology werge possible due to technological
innovations. The bank found it necessary to takeaaihge of the existing technological
developments to gain competitive advantage overatspetitors. It was also confirmed

that the bank has a wider branch network that hademt possible to diversify into
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several products since its has the ability to reagchto millions of customers in the

region.

“Kenya Commercial Bank Group has exhibited consisgein the mode of entry into

international markets”, said Daniel Chepkong’a, tHe&international businesses. It was
clear that in all the four countries where the baak established branches, it initially
started as a wholly owned subsidiary. All the KCQibsdiaries in Uganda, Rwanda,
Tanzania and South Sudan are wholly owned submdiaccountable to the main KCB
group that has its headquarters in Nairobi. Thdyststablished that this mode of entry
was considered over the others because it coutdesssfor the bank to open up a wholly
owned subsidiary with one branch and expand aftelsvas business grew. It was also
considered over the others due to the fact opemmg wholly owned subsidiary could

provide KCB group with the opportunity to contrbktoperations of its subsidiaries.

It was evident from the study findings that KCB l@asonsultative process of crafting its
diversification strategy. All the stakeholders arevolved in crafting the bank’s
diversification strategy. The input from variouakstholders is considered when the bank
crafts its diversification strategy. It was furthestablished that the bank’s corporate
strategy document is the main reference point veldping the bank’s diversification
strategy. It was further clear from the study resthiat the bank has various mechanisms
of measuring the effect of diversification on iexfermance. One of these mechanisms is
through specific financial reporting such as rejpgrtof financial results from the

subsidiaries before amalgamating the results tm fibre KCB group results. The study
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also established that the bank has in place a uegatr that will be accounting for

revenue that is earned from new products the basldiversified into.

The findings also established that diversificati@s been very significant in enhancing
the performance of Kenya Commercial Bank group. Stuely results confirm that the
improvement that has been registered on the philiiy of the bank for the last decade
and its turnaround from a loss making bank to whas now can be attributed to

aggressive diversification and implementation ekdsification strategies.

4.3 Diversification Strategy and Performance of Kenya Commercial Bank G roup

The study also sought to establish the relationbetween diversification strategy and
the performance of KCB group. The main areas oferdiication considered are

geographical and product diversification. Here dreanalysis through the percentage
contribution of each of the diversification formsswsed to reflect its contribution to the

profitability of the KCB group.

The effect of geographical diversification on peniance was measured using the profits
from the KCB group subsidiaries over duration ekfiyears from 2009 to 2013 using
trend analysis. Product diversification was alscasueed using the revenue that was

earned from new products from 2009 to 2013.

4.3.1 Geogr aphical Diversification and Perfor mance

The study sought to establish the effect of gedgcap diversification on the

performance of KCB group. The bank’s profit aftex and the profits from subsidiaries
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were obtained from annual audited and publisheshfiral statements from the year 2009
to 2013. The percentage increase in profitabilitgt the percentage contribution made by
the profits from subsidiaries for the five yearsravealculated as shown in Table 4.1 and

Figure 4.1

Table4.1: Effect of geographical diversification on performance

Y ear Profit after Profit from | Percentageincrease | Percentage
tax (In Ksh.) | subsidiaries | in profitability contribution to

Profitability

2009 5.28 billion 342 Million | _ 6.47%

2010 9.8 billion 456 Million | 33.3% 4.65%

2011 10.98billion | 542 Million | 18.9% 4.94%

2012 12.2billion 680 Million | 25.5% 5.57%

2013 14.3billion 1.33billion 95.6% 9.30%

Sour ce: Resear ch Data (2014)

Figure4.1: Effect of geographical diversification on performance

MW Percentageincrease in profits W Percentage contribution to profits
95.60%
33.30%
25.50%
18.90%
6.47% 4.65% 4.94% 5.57% 9.30%
||
2009 2010 2011 2012 2013

Sour ce: Resear ch data (2014)
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The study findings presented above reveal that ftbenyear 2009 to the year 2010
profits from subsidiaries increased from 342 millidco 456 million. This was a
percentage increase of 33.3%. It was also confirthatin the year 2009 profits from
subsidiaries constitute 6.47% of the total profifsthe entire KCB group. This is an
indication that profits from the subsidiaries hasignificant effect on the performance of
the bank in the year 2009. The findings also reteat in the year 2010, profits from
subsidiaries amounted to 456 million but increasef42 million in the year 2011. This
reflects an 18.9% percent increment on the prdfdsn subsidiaries. In the same year
2010 the profits from subsidiaries constitute 4.6&8%he total profits of the KCB group.
Between 2011 and 2012, the results from the stedgal that there is a 25.5% increment
in the profits from subsidiaries owned by KCB i@t countries and in the year 2011 the

profits from subsidiaries constitute 4.94% of th&l profits of the bank.

The findings illustrated in Table 4.1 also confihat in 2012 the profits from
subsidiaries amount to 680 million and this is $65@f the total profits of the KCB
group. In the year 2013, it can be observed tmatprofits from subsidiaries amount to
1.33 billion. There was also an increase in thdiggrérom subsidiaries from 680 million
in 2011 to 1.33 in 2012. This represents a 95.6%ement in the profits from
subsidiaries. The results exhibit an increasingdri the profits from subsidiaries and
their contribution to the profitability of the bank is clear that as the profitability of the
subsidiaries increase, the profitability of the K@Bup also continues to increase. This
implies that geographical diversification has aifpas effect on the performance of

Kenya Commercial Bank Group Limited. This form ofetsification has the potential to
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further improve the performance of the bank if mamphasis is given to the

geographical diversification.

4.3.2 Product Diversification and Perfor mance

The researcher wanted to find out the effect ofipod diversification on the performance
of KCB Group. The performance of the bank was membwsing annual bank
profitability and product diversification was meest using aggregate income from new
products. The percentage increase in profit agerdiue to increase in income from new
profits was calculated and the percentage contabuif the income from new products

to profitability was also calculated. The results presented in Table 4.2. and Figure 4.2.

Table4.2: Product diversification and perfor mance

Y ear Profit after tax Revenue Percentage | Percentage
from other increase contribution
(InKsh.) new products to profits
2009 5.28 billion 1.2 billion _ 27.2%
2010 9.80 hillion 1.8 billion 50% 18.37%
2011 10.98billion 2.3 billion 27.8% 20.95%
2012 12.20billion 2.8 billion 21.7% 22.95%
2013 14.30billion 3.6 billion 28.6% 23.08%

Sour ce: Resear ch data (2014)
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Figure4.2: Product diversification and performance

W Percentage increase in profitahility M Percentage contribution to profits
50%
27.20% 27.80% 28.60%
£ 0,
20.95% 51 70922.95% 23.08%
I I I I
2009 2010 2011 2012 2013

Sour ce: Resear ch data (2014)

It is evident from the study findings presented\ebthat in the year 2009 the revenue
from new products was 1.2 billion and it constituR¥.2% of the profits of the bank. In
the year 2010 the revenue from new products i®idli8n and this contributes 18.37% of
the revenue of the bank. It is also observed tieetwas an increase in the revenue from
new products from 1.2 billion in 2009 to 1.8 bitlicn 2010. This is a 50% increase in the
revenue from new products during the same durakbiothe year 2011 it is clear from the
study findings that revenue from new products an®tm2.3 billion and this constitutes
20.95% of the profits of the bank. Observed from findings is also an increase in the

revenue from 1.8 billion in 2010 to 2.3 in 2011 ehrepresents a 27.8% increment.

The findings in Table 4.2 above also reveal thaémee from new products is 2.8 billion
in 2012 representing 22.95% of the total profitstied bank. This was an increase of

21.7% from 2010. In 2013 the revenue was 3.6 hilliepresenting 23.08% of the total
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profits of the bank. There was also an incremer2806% of the revenue from 2012. The
findings reveal an upward trend in the revenue esafrom product diversification. It is

also clear that revenue from new products consestat significant portion of the profits
of the bank. This implies that product diversifioat has a significant effect on the

performance of KCB group.

4.4 Discussion of Findings

The study reveals that Kenya Commercial bank gramgages in a form of
diversification where it ventures into new markeithin the region. The bank has since
managed to open up wholly owned subsidiaries irumber of countries within the
region. It was also clear that the bank has inttedua number of products that are aimed
at meeting the needs of its customers. The findaggse with Patricia (2004) who argues
that there is a form of corporate diversificatiomown as related corporate
diversification. This form of diversification usiyhappens when a firm starts to engage
in more than one product or single market. Thismsdhat the company starts to produce
more than one product and also ventures into athekets. If less than 70% of the
revenue earned by a company comes from one prodardtet and the multiple business
lines are linked. The multiple businesses that sirf@ass firm pursues can be related in

two ways.

The study also established that Kenya CommerciakBes several business that share
several resources in order to provide the bankergices. This is an indication that the

bank engages in related diversification as estaddidy Patricia (2004) who asserts that
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this relationship may happen when most of the lmssies operated by the company share
inputs, production technology, distribution chasnend even customers. Corporate
managers are more likely to pursue business opptési in new markets or industries if

such industries share numerous opportunities asalirees.

The study also established that KCB ventured imtw markets within the region as one
way of meeting its corporate strategic objectivébetoming the most preferred financial
services provider in the region. This is a confitiora of a strategy to allocate resources
towards achieving its vision of becoming the legdbank in the region. This is in line
with Robbins (2000) who indicates that efficiencgdaeffectiveness are the most
common measures of organizational performance. Kompany is inefficient but
effective it might survive, but the cost of opevatl management, processes and inputs
will be too high. Cost inefficient organizations dot have proper resource allocation

management.

It was also clear from the study findings that K&n€ommercial Bank adopted
geographical diversification because the bank ifledtopportunities in the region that it
needed to exploit. This confirms the position heydSarv and David (2007) who asserts
that recognizing opportunities on a worldwide basiguires managers to hold a much
broader view of their relevant market than is tgflicthe case with managers in firms
that are organized to promote administrative edficy. However, the administrative
efficiency comes at the cost of the firms’ ability recognize opportunities on a
worldwide basis because the information gathere&dhanged and processed in such

organizations are for the most part contained withe geographic or product units.
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The findings also reveal that there is a positieationship between diversification
strategy and the performance of Kenya Commerciak lggoup. It was found out that the
opening of subsidiaries has made the bank enh&hpeofitability. The revenues earned
from new products also contribute significantlytte profitability of the bank. These
findings seem to contradict those of Marineli (2D@/ho indicates that firms with related
diversification have lower performance and thusctae that there is a negative

relationship between diversification and firm penmi@ance.
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CHAPTER FIVE: SUMMARY OF FINDINGS, CONCLUSION AND
RECOMMENDATIONS

5.1 Introduction

This chapter presents a brief summary of the rebdardings on diversification strategy
and performance of Kenya Commercial Bank group tethi It also provides the
conclusions that have been made by the researttbecarefully examining the findings.
The chapter also provides recommendations for ypa@iwd practice, the limitations as
well as suggestions for further research that c@mstin bridging any existing research

gaps that could not be adequately addressed Isctpe of this study.

5.2 Summary of Findings

The study established that KCB group has adoptadhaber of diversification strategies.
Geographical diversification was found to among thest prevalent diversification
strategies adopted by the bank. It was evidentttteabank has opened subsidiaries in a
number of countries within the region in its qusiachieve its vision of becoming the
preferred provider of financial services within tteggion. The study also found out that
the bank has also engaged in product diversifinatvbere several new products have

been introduced to meet the needs of customerariaus sector of the economy.

The findings also confirm that the bank opts toropéholly owned subsidiaries in its
geographical diversification. All the subsidiariegsened by the bank in the region are
wholly owned by the bank for ease of control ancbaatability. The findings reveal that
competition from other players in the banking indys existing technological
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innovations such as telecommunication innovatiaoms the need to remain the market
leader in asset base and other aspects are thefawdons behind the diversification
strategy of the KCB group. The study reveals thafting the diversification strategy by
KCB is a consultative process that brings on badkdhe stakeholders involved. The

corporate strategy is the main reference whenicggfite strategy.

It was further established that diversification kagositive effect on the performance of
the bank. It was clear from the findings that as phofits from the subsidiaries grew; the
profits of the entire group also grew significantlywas also clear that as revenue from
the new products grew, the profits of the bank eased significantly. This is an

indication that diversification play a significamle in enhancing the performance of

KCB group.

5.3 Conclusion

Kenya Commercial Bank group has adopted three mi@ersification strategies. The
first form of diversification is geographical whighvolves opening of wholly owned
subsidiaries in the region. The bank was found daeehsubsidiaries in a number of
countries within the East Africa region. Among tbeuntries where the bank has
subsidiaries include Tanzania, Uganda, Rwanda andhSSudan. There are plans to

expand into other countries such as Ethiopia.

The other form of diversification that KCB has atdapis product diversification where
the bank has managed to unveil several produdts toistomers to meet their needs. The

bank also engages in unrelated diversification spmbvision of insurance services
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through agency. The bank has also started a depatrtimat addresses issues concerning
new products that are introduced by the bank ferpihirpose of meeting the needs of its

customers.

Diversification has a positive effect on the pemiance of KCB group. As the
profitability of subsidiaries of Kenya Commerciarik increases, the profitability of the
entire group also increases. Geographical diveedibn therefore positively affects the
performance of the bank. Product diversificatiosoaindicated a positive relationship
with performance of the bank since as income froadpct diversification increases, the

total profits of the banks have also registeredifimant increment.

5.4 Recommendationsfor Policy and Practice

The study reveals that geographical diversificatioas a positive effect on the
performance of the bank. There is need to the hanéxpand its operations to other
countries so that to enjoy more growth in its perfance. This will assist the bank to

earn more profits.

The study also revealed that product diversificatitas a positive relationship with
performance of the bank. The bank should investenmorresearch in order to come up
with more innovative products that can enable inemore revenue from product
diversification.

The study also revealed that the bank has engatedther businesses that are related to

banking but are not in the mainstream banking aak tpositively affected the bank’s
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performance. Thus there is need for the bank tagmgn several other businesses so as

to earn more profits.

5.5 Limitations of the Study

This study focused on diversification and perforoerof Kenya Commercial Bank
group. The findings from this study may not be aggtile to other banks since they relate
to diversification experiences of the bank. Variotmmpanies may have different

outcomes on diversification.

The study findings may not be relevant for an entifespan of the bank since
circumstances may change. The findings can onlydtid for a limited period of time
since new developments may cause remarkable chatgediversification and
performance of the bank. Revenue from new prodhats also been provided as an
aggregate value since there was no breakdown tifealhdividual products. The findings

are therefore based on the assumption that ali¢tweproducts are profitable.

The study has covered duration of the most receatykars and therefore the findings do
not reflect the position is it were the previous/efi years when geographical

diversification began.

5.6 Suggestionsfor Further Research

A study should be carried out to establish theceftd diversification on the performance
in other commercial banks in Kenya. This will assis getting a clear overview of

diversification strategy and performance of thekagindustry.
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There is need to have a replication of this stuflgrasome time. This will assist to
establish the position since circumstances mayecaiggificant changes to the current

findings.

A duration covering other years including the poes years when geographical

diversification was being introduced need to beedsn that the trend can be used to

show the relationship that existed then.
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APPENDICES

Appendix |: Data collection form

Year Profit after tax | Profit from Revenue from
(In Ksh.) subsidiaries other new
products
2009
2010
2011
2012
2013
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Appendix I1: Interview Guide

1.

»

© 0o o o0

11.
12.
13.
14.

15.

What is your understanding of diversification?

What diversification strategies has KCB adopted?

Why do you think KCB decided to adopt the divfération strategies mentioned?
What forms of diversification has KCB adopted?

What new products has KCB diversified into?

Why did KCB diversify into new markets?

If KCB has chosen international markets, whatthese international markets?
What modes of entry into new markets has KC&psetl in its diversification?
What are the main factors considered whensihgdhe modes of entry?

How is the diversification strategy craftedk&B?

How has diversification strategy affected teefgrmance of KCB?

How does the bank measure the effect of difieation on performance?

Thank you very much for your time and cooper ation
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